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DO NOT' PUBLI SH

UNI TED STATES BANKRUPTCY COURT
NCORTHERN DI STRI CT OF CALI FORNI A

In re: (Chapter 11 Cases)
Case No. 98-3-3952
LYON' S RESTAURANTS, | NC., Case No. 98-3-3953

a Del aware corporation

Debt or .

(Jointly Adm ni stered for

In re: Procedural Purposes Only
Under Case No. 98-3-3952-T(Q

L. R HOLDI NGS, | NC.

a Del aware corporation

Debt or .

MEMORANDUM RE DEBTOR S OBJECTI ON TO HARDEN RANCH CLAI M

Debtor Lyon’s Restaurants, Inc. (Debtor) objected to the claimn
filed by Harden Ranch Pl aza Associ ates Joi nt Venture (Harden Ranch)
on the basis that the claimwas not tinely filed. The parties
agreed to submt the matters on the papers w thout oral argument.
Upon due consideration, and for the reasons stated bel ow, |
determ ne that the objection should be overrul ed.

FACTS
Debt or operated a chain of restaurants. Harden Ranch owned a

building in Salinas, California in which the Debtor |eased space.
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At the tinme Debtor filed its chapter 11 petition, the | ease had a
remai ning termof 13 years. Debtor sold all of its operating
assets to ICH during the chapter 11 case. The purchase agreenent
permtted |CH to assunme or reject individual restaurant |eases.

| CH rej ected the Harden Ranch | ease in Decenber 1998. All |ease
paynments were current at the tine of the rejection. Upon
rejection, Harden Ranch held an unsecured cl ai m agai nst Debtor for
future rent, subject to a duty to mtigate damges, and subject to
the limtations of 11 U S.C. § 502(b)(6).

The court set January 18, 1999 as the deadline for filing
proofs of claim It is undisputed that Harden Ranch received
notice of this deadline. Following ICH s rejection of the |ease,
Har den Ranch attenpted to | ease the prem ses to a restaurant called
Chef Lee. These negotiations were still ongoing as of the clains
bar date. Harden Ranch did not file a tinmely proof of claim The
negotiations with Chef Lee collapsed in May 1999, because Chef Lee
was unable to obtain the financing necessary to open a new
restaurant. Harden Ranch filed a proof of claimon June 17, 1999.
Har den Ranch was unable to find any other tenant and sold the

bui l di ng i n Novenber 1999.

DI SCUSSI ON
A.  THE CLAI M5 BAR DATE DCES NOT APPLY TO REJECTI ON CLAI M5

The only clainms bar date fixed at the tinme Harden Ranch filed
its proof of claimwas the general clains bar date fixed in the
Noti ce of Commencenent of Case. That notice did not state that

this deadline applied to clains arising fromthe rejection of
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executory contracts, nor did it fix a separate date for the filing
of rejection clains.

Bankruptcy Rul e 3003(c)(3), which governs the filing of clains
in chapter 11 cases, provides:

Time for filing. The court shall fix and for cause
shown may extend the tinme within which ﬁroofs of
claimor interest may be filed. Notw thstanding the
expiration of such tinme, a proof of claimmay be filed
to the extend and under the conditions stated in Rule
3002(c)(2), (c)(3), and (c)(4).

Bankruptcy Rule 3002(c)(4) provides “[a] claimarising fromthe
rejection of an executory contract or unexpired | ease of the debtor
may be filed within such tine as the court may direct.”

Read together, the two rules cited above provide that the
court’s fixing of a general clains bar date in a chapter 11 case
does not by itself constitute the fixing of a bar date for
rejection clains. To hold otherw se would render the second
sentence of Rule 3003(c)(3) neaningless. |If the court’s fixing of
a general bar date created a bar date for rejection clains under
Rul e 3002(c)(4), the exception in Rule 3003(c)(3) would never
apply.

Because the court had not fixed a bar date for rejection
cl ai ms, Harden Ranch’s proof of claimwas tinely.

B. EXCUSABLE NEG_ECT

This court may allow a late-filed claimin a chapter 11 case

if the late filing is the result of excusable neglect. Pioneer

| nvest nent Services v. Brunsw ck Associates, 113 S. C. 1489

(1993). To the extent the claimbar date applies to Harden Ranch’s

rejection claim | determne that Harden Ranch’s failure to file
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its proof of claimby that deadline is the result of excusable
neglect. In so determning, | consider the follow ng factors.

1. Length of delay. The claimwas filed five nonths | ate.

This delay is neither extensive nor de mnims, and does not weigh

in favor of either party.

2. Ef fect of delay on judicial proceedings. Har den Ranch’ s

delay in filing its proof of claimwll have little effect on
ongoi ng judicial proceedings. This is a liquidating chapter 11
case. Confirmation of a plan was not del ayed by Harden Ranch’s
delay in filing its proof of claim Debtor has not asserted that
this is the only remaining claimto be resolved. Finally, the
Harden Ranch claimis easy to cal cul ate and should not require any
significant discovery or nore than a short hearing to resol ve.

3. Reason for delay. Harden Ranch did not file a tinely

proof of claimbecause it hoped it could fully mtigate its
damages, and avoid having to file a claim by |leasing the prem ses
to another tenant.Y The negotiations with Chef Lee did not, of
course, prevent Harden Ranch fromfiling a protective proof of
claim and Harden Ranch’s failure to file a protective claim
constituted neglect. | find that this neglect was excusabl e,
however, because the claimwas not fully ripe and coul d not have

been liquidated as of the clains bar date. As noted above, Harden

Y Under governing California |law, Harden Ranch ni ght not
have had any damage claim even though it would clearly have | ost
rents between the date ICH rejected the | ease and the starting
date of the new | ease with Chef Lee. |If the rent under the new
| ease with Chef Lee were higher than the rent under the rejected
| ease with Debtor, Debtor would have been entitled to offset the
i ncreased future rents agai nst Harden Ranch’ s ot her danmages.

See H MIler & M Starr, Current Law of California Real Estate,
Vol. 6, 8 18:135 at 402 (2d ed. 1989).
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Ranch filed its proof of claimimedi ately after the Chef Lee
negoti ations fell through.

4. Prejudice. Debtor suffered no cognizabl e prejudice.
First, Debtor’s ability to establish the facts relevant to the
claimwas not dimnished due to claimant’s delay in filing its
proof of claim The claimis based on breach of a witten | ease.
The only facts relevant to the validity and amount of the claimare
whet her Harden Ranch attenpted to mtigate danages, and the extent
of damages it suffered despite its efforts to mtigate. Because
Har den Ranch was in the process of attenpting to mtigate danages
when the clainms bar date passed, the events governing the anmount of
t he claimhad not occurred as of the bar date. Because Harden
Ranch filed its proof of claimpronptly after its efforts to
mtigate failed, Debtor has not been prejudiced by | ost evidence or
fading nenories regarding the controlling facts. Second, neither
Debt or nor other claimants were msled in negotiating or litigating
clainms as a result of Harden Ranch’s delay in filing its proof of
claim Harden Ranch’s claimconstitutes only about two percent of
t he general unsecured clains filed. Debtor does not assert that
its clainms objection strategy regarding other creditors would have
been any different had it known of the Harden Ranch cl ai m

5. &ood faith. Harden Ranch waited only until it conpleted

its efforts to mtigate damages, which could have elimnated the
claiminits entirety, to file its proof of claim Such conduct
has all the appearances of good faith, and Debtor does not contend

to the contrary.
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CONCLUSI ON

| do not determne the validity and anount of the Harden Ranch

claimat this tinme. | determne only that the claimshould not be

di sallowed as untinmely. The court wll hold a tel ephone status

conference on June 19, 2000 at 11:00 a.m The parties are

instructed to neet and confer to attenpt to resolve the claim

or narrow the issues.

Dat ed:

MEMORANDUM RE DEBTOR S OBJECTI ON
TO HARDEN RANCH CLAI M

Thomas E. Carl son
Uni ted States Bankruptcy Judge




